Abstract: The paper focuses on the causal effect of Foreign Direct Investment (FDI) on Economic growth of
Introduction
In the last three decade Foreign Direct Investment (hereinafter FDI) remained the potent force (Engine) that propel growth of Chinese economy by complimenting the domestic saving and investment which fall short of what is required for the economy transformation, technology transfer, spillover effect, superior management know-how, employment opportunity and acquisition of new skills from foreign organization has greatly increase income to saving and domestic investment and productivity in the economy, these trend has help transform the economy since the reformed and opening up policy in 1979, China's has attracted substantial amount of FDI flows to its economy and these has impacted positively to the growth of Chinese economy. Whalley and Xian (2006) conclude that, the contribution of FDI to Chinese growth is quite substantial on the order of 3-4 percentage points per year, It is on this premise Chinese Government (Central, Provincials and Locals level) offered different degree of incentive to encouraged FDI flows to it economy. It's widely believed that the type of FDI and its structural composition matter at least as much for economic growth effects as does the overall volume of inward FDI. Agrawal and Shahani (2005) reckon that it is the quality of FDI that matters for a country rather than its quantity. FDI is often supposed to be of higher quality if it is export oriented, transfers foreign technologies to the host country, and induces economic spillovers benefiting local enterprises and workers (Enderwick, 2005) . All the more surprisingly, the structure and type of FDI are hardly considered in previous empirical studies on the FDI-growth links in China. This paper exploits the casual effect of FDI inflows across sector (Primary, Secondary and Tertiary) on China's economic growth, spanning from 1995-2010 covering the period immediately after the declaration of Socialist market economy by Chinese Communist party in 1992 and the accession to World Trade Organization (WTO) in 2001.
The article is structured as follows: The next section present literatures review, section three highlights the methodology employed in the study and the sources of data. Empirical results and analysis will be done in fourth section while the discussion is completed by conclusions and policy recommendation in section five.
II. Empirical Review
The impact of foreign direct investment on economic growth in china has been well research, however little has been done to explain its effect on sectoral level and the direction of causation in the economy. This paper will survey the literature on sectoral impact of FDI in China. Tam, Vu and Ilan (2006) show that, effect is not equally distributed across economic sectors. FDI only has a consistently positive effect on growth in the manufacturing sector; its effect on other sectors is usually statistically insignificant, in some cases even negative. Chang and Zhang (1995) examine the growth effect of FDI in China, use data for selected cities and provinces during the 1979-1991 periods. They regressed the log of GNP on FDI and found a positive growth effect. John and Xian (2006) assumed that, the marginal revenue per FDI dollar is equalized across aggregate sectors of the economy (agriculture, manufacturing, and services). Nadia (2006) used a sample of 60 countries analyzed sector (Manufacturing and service) specific effect of FDI on growth by dividing the countries into income level, and found a positive effect on growth in manufacturing and negative effect in service sector. Zhang (2001) uses data from 1984 to 1998 for 28 provinces and finds that, generally, FDI has positive effect on economic growth in China through its interaction with human capital. Jiang and Masaru (2010) used latest data from 30 industries in Jiangxi Province People Republic of China; the impact of FDI has a bias on industries. It concentrated in only several sectors. Both the interconnection and the induced capacity are high in those sectors. Wen (2003) shows that, FDI only has positive effects on economic growth in China's coastal provinces, which have more open policies toward foreign investors than the inland provinces by separating the Chinese economy into an FDI and a non-FDI sector. Edward and Erika (2001) used D-G&H to analyzed growth effect of FDI in Chinese provinces and found that total factor productivity growth in coastal province is strong while weak evidence of growth effect exists in Northwestern province. Whalley and Xian (2006) conclude that, the contribution of FDI to Chinese growth is quite substantial (on the order of 3-4 percentage points per year). James and Kam (2006) state that, FDI strongly promote income growth at national and provincial levels.
Nicole and Sandra (2006) First, that FDI tends to promote the improvement in allocative efficiency, while having a negative impact on productive efficiency. Second, insofar as FDI does promote overall productivity growth, this tends to be a matter of cumulative causation rather than one of single-direction causation. Third, in the context of a comparative analysis of two distinctive regional models, that the economic impact of FDI tends to be more favourable in the inward-looking, capital-deepening pattern.
In an empirical research, Wanda and Harm (2003) suggests that FDI has raised total factors productivity growth in china by 2.5 percentage points per year during the 1990s. Again, this effect was found to be strongest in provinces that have received most FDI. Thus, in sum, FDI has contributed nearly 2 percentage point of potential gross domestic product growth for China. Fung, Hitomi and Sarah (2002) state that: "There is a positive correlation between investments by Foreign invested enterprises and GDP growth at both national level and provincial level and increasing FDI inflow has been an important part of China's growth". (Chandana and Peter, 2006: p29), FDI is not a panacea for economic growth and employment creation (Christopher 2007:p26) . Samuel (2009) observed that, FDI contributes to economic development of host country in two main ways; augmentation of domestic capital and enhancement of efficiency through the transfer of new technology, marketing and managerial skills, innovation and best practices and secondly; FDI has both benefits and costs and its impact is determined by the country specific conditions such as policy environment, ability to diversify, level of absorption capacity, targeting of FDI and linkages between FDI and domestic investment. FDI is the main engine of growth in Guandong Province and that the growth effect is divergent in this region (Lo 2005,p53) , All these works has been able to show positive effect of FDI in different region across china but none of these papers analyze the effect of FDI by distinguishing direct investment by industry and the direction of causal effect, hence the need for this work to bring to fold a new insight into importance of FDI on economic growth of host nation. Model Specification 3.1. 1 Granger causality Granger causality tests are conducted to determine whether the current and lagged values of one variable affect another. One implication of Granger representation theorem is that if two variables, say X t and Y t are co-integrated and each is individually I(1), then either X t must Granger-cause Y t or Y t must Granger-cause X t . This causality of co-integrated variables is captured in Vector Error Correction Model (VECM). The long and short-run parameters are separated. In the present study linear combinations of non-stationary variables are not found stationary, that is, the variables are not co-integrated. In absence of co-integration the unrestricted VAR in first difference is estimated, (Omoke and Ugwuanyi, 2010) .
Granger causality is normally tested in the context of linear regression models. This can be stated as follow: 
Description of Data and Source
The data used in this work are yearly actual utilized FDI in 21 sectors of China's economy and the data are then group into three industries namely Primary, secondary and tertiary industry according to the national industrial classification of china and all data are in tenths of millions US Dollars and the GDP is real Gross domestic product in US Dollar, data are annual time series data, the value are transformed to log forms.
IV.
Result and Discussion , The overall conclusion is that we are dealing with a set of I(0) variables which, by definition, yields a long-run co-integrating vector. The estimated model is therefore suitable to perform our analysis on the medium-run Contribution of the exogenous variables to economic growth movements.
Stationary (Unit Root) Tests Summary

Granger Causality Test
Analyzing how the inflows of FDI would cause economic growth, we would like to know whether changes in FDI variable will have an impact on changes on the economic growth variable. The granger causality test assumes that the information relevant to the prediction of the respective variables is contained in the time series data on these variables. Since the variable as shown in the unit root test are stable at level, we would proceed with the analysis using the variables at level. Table 4 .2, shows that using the Granger causality test, from the first equation there is no casual effect running there is no causal effect running both ways between the FDI in primary industry to Real GDP growth and from Real GDP to FDI in primary industry of the economy, implying that neither causality is running form 
V. Conclusion
The study focuses on causal effect of FDI on economic growth of China, granger causality test and KPSS stationarity test was employed in the empirical analysis. Prior to the granger causality test a Stationarity test was carried out using Kwiatkowski-Phillips-Schmidt-Shin (KPSS), the variables was found to be stationary at level.
The Pairwise Granger Causality was carried out to determine the direction of Causality among the variables, at least in the short run. The Granger Causality test indicates no relationship exist between FDI in the primary industry and economic growth, implying that FDI in primary industry does not granger cause economic growth and economic growth does not granger cause FDI in the primary industry of the economy.
Furthermore, in the secondary industry there exist a bi-directional relationship between FDI in secondary sector and economic growth, imply that FDI in the secondary industry granger cause economic growth and as the economic growth FDI in secondary industry also increase too. And in the Tertiary industry there is a unilateral relationship from economic growth to FDI in this industry, implying that economic growth cause FDI in tertiary industry of the economy.
Policy Recommendation
Based on our findings we recommend as follows; (1) Countries intending to benefit from FDI should carry out necessary and sufficient research before rolling out the policy and do so strategically as no all industry has casual effect on economic growth, (2) The authority of host nation should divide foreign investment market to encouraged, restricted and prohibited industries. (3) Countries should provide necessary incentive to FDI flowing to secondary and tertiary industry of the economy where necessary. 
Appendixes
Appendix 1, Unit root test for log of real GDP
